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ABSTRACT 
This study aimed to evaluate usefulness of financial reporting qualitative factors affecting 
firms’ future growth considering various steps of life cycle and economic conditions. 
Financial reporting quality is a multidimensional implication so that there is not a unanimous 
definition of it. Authors have used various criteria to measure accounting information quality, 
but none of them evaluated usefulness of each metric considering moderating variable 
including life cycle and economic conditions when estimating future growth; moreover, 
sustainable usefulness is still an ambiguous issue. Financial data of 188 companies listed in 
Tehran Stock Exchange, 2007-2015 collected to model and evaluate usefulness of 16 criteria 
for financial reporting quality affecting future growth with regard to life cycle and economic 
conditions. The results obtained from Stepwise method indicated that using interactional 
effects of financial reporting quality variables and steps taken within life cycle and economic 
conditions led to increase in precise estimation of firms’ future growth. Research findings 
showed that some criteria associated with accounting information quality had useful impacts 
on future growth considering moderating role of life cycle and economic conditions. 
Obtained results can be used by analysts and investors to estimate future components growth. 
Keywords: Financial Reporting Quality Criteria, Life Cycle Steps, Economic Conditions, 
Future Growth  
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Statement number 1 of the Financial Accounting Theory (SFAC No.1) expresses, “financial 
reporting should provide information about financial performance of business unit during a 
period”. Therefore, financial reporting content will be qualified if it provides users with more 
information about financial performance of firms. Presented information should be related to 
users’ decision making. In addition, theoretical implications of Iran’s financial reporting 
indicate that financial statements aim to provide summarized and classified information 
about financial situation, performance and flexibility of business unit that is useful for a broad 
range of financial statements’ users when making economic decisions. Therefore, provided 
information should be associated with users’ decision-making process. The main objective 
is to provide useful information within decision-making process. Objectives of financial 
reporting originate form informational needs of extra-organizational users. The main goal is 
expressing economic effects of financial events on financial situation, performance and 
flexibility in order to help extra-organizational individuals such as investors, stakeholders, 
analysts and creditors. Since financial reports are used in making decision by accounting 
information users, appropriate level of financial reporting and disclosure quality should exist. 
High financial reporting quality can lead to better forecast of future performance and growth 
of company for financial statements’ users. 
Precious and undeniable role of information is economic development and efficient resources 
allocation has been confirmed by all of experts in economics and accounting. Financial 
reporting as an available information resource in capital markets plays a vital role in 
investment development and efficiency increase. In this sense, authors have been always 
tending to expand financial reporting quality as a tool regarding firms’ accountability to the 
society needs (Mafi et al. 2012). Obviously, qualified financial information is useful for 
economic decisions. Since various specifications, particularly being relevance and reliable 
are in conflict so that strength of one leads to weakness of another, financial information 
cannot encompass all of qualifications simultaneously; hence, different decision makers 
should prefer a specific specification based on decision-making type (Aghaee et al., 2013). 
Moreover, comprehensive promotion of accounting information quality taking all of 
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specification into account leads to increased cost of information, an illogical and irrational 
action that is not cost-effective due to increasing level of benefits compared to costs. 
Financial reporting quality is a multiple implication without a definite definition. Authors 
have employed different criteria to measure accounting information quality; various 
specifications such as earning quality, earning stability, accruals quality, earning 
transparency, conservation, smoothing etc. that are broadly used in different ways by 
accounting studies. However, financial reporting quality is an extensive concept that cannot 
be confined only to one criterion such as accruals quality, earning management or earning 
quality.  
Companies follow a certain policy based on their economic status so such policies can affect 
their financial reporting and disclosure quality. In other words, firms have different 
conditions and specifications during life cycle steps that can affect their financial reporting 
behavior. Moradi and Eskandar (2014) state based on competitive advantage theory that 
companies at growth step tend to eliminate competitive advantage risk, provide low-quality 
information, and promote their financial information quality only when transiting from 
growth step to maturity stage. In competitor theory or signaling theory, firms require extra-
organizational financial resources such as proceeds from the issuance of stocks and bonds in 
growth step; hence, they tend to promote financial reporting quality, to reduce information 
asymmetry, and to signal their future opportunities and performance. In this regard, these 
firms lose their tendency to provide high-quality financial information after transit from 
growth step and access to financial resources as well as increase in assets and collateral power 
to obtain financial facilities (Leuz, 2003; Piotroski, 2004).   
Considering the limits of higher benefits than costs of information providing, it is essential 
to determine relative importance of each financial reporting measure in order to improve 
future growth of companies at every step of life cycle and economic condition. Holistic 
promotion of information quality is emphasized by auditors and supervisory institutes 
considering all dimensions such as audit quality, quality of internal controllers ruling 
financial reporting, providing corporate governance mechanisms to promote earning quality 
and information disclosure. However, determining relative priority and importance 
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coefficient considering various environmental conditions in terms of life cycle and economic 
conditions can help analysts, investors, and creditors to estimate future growth; On the other 
hand, investors and analysts experience fewer problems when estimating firms’ future 
growth providing more beneficial analyses with less errors due to received high-quality 
information. 
2. THEORETICAL LITERATURE 
Financial reporting quality has been considered as an issue in accounting literature. Financial 
scandals, collapse of market value and lack of investors’ trust in capital market can be 
mentioned as consequences of paying no attention to financial reporting quality. Action done 
by legislating institutes such as US Congress, Sarbanes–Oxley Act, regulations published by 
Stock Exchange Commission, and increasing requirements for accountability to stock market 
rules have led to expanded importance of financial reporting quality. Considerable increase 
in number of studies on financial reporting quality, factors affecting it and its usefulness 
imply its necessity for users. Financial reports is one significant product of accounting system 
that aims to provide information required for economic decision-making in case of 
performance appraisal and profitability. To achieve this goal, high-quality information 
should be measured and provided to appraisal previous performance affecting profitability 
assessment and firms’ future activities forecast.  
Quoted from Suberi et al. (2012), Zimmerman (2013) assumes that some authors consider 
extra-organizational financial reporting quality as the first-order factor of firm’s economic 
implications such as capital costs and firm’s value. In his opinion, obtained conclusions 
ignore the fact that performance are results of operational and investment activities. 
Zimmerman (2013) names first-order trigger factors as competitive advantages of provided 
products and services, introducing new products, capable and skilled labor force, patents, 
surrounding legal and tax environment, firm’s value chain efficiency, strategic solidarity etc. 
the mentioned properties are disclosed through accounting measurement system that is 
exposure to risk of managers motivation, accounting standards failure, and economic-
environmental uncertainty level. Suberi et al. (2012) used life cycle as a criterion for 
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economic conditions in examining relation between earning quality measures and future 
growth. 
In this sense, Zimmerman (2013) believes that some authors tend to introduce financial 
reporting quality as first-order trigger of firm’s value without any theoretical support, while 
he assumes that financial reporting quality is just second-order trigger for form’s value. In 
other words, financial reporting quality measures can affect firm value if first-order economic 
measures are effective in firm. According to study conducted by Dechow et al. (2010), casual 
relations between financial reporting quality and firm’s economic outcomes such as capital 
cost are ambiguous when eliminating some variables. Conceptual model below indicates 
Zimmerman’s theoretical foundations (2013). According to conceptual model presented by 
Zimmerman (2013), financial reporting quality is a secondary factor that its impacts and 
consequences should be studied based on firms’ economic conditions. In his opinion, some 
control factors such as competitive advantages, new products, operational and investment 
activities should be considered in forecasts in analyses related to forecasting firms’ future 
growth and performance; in this case, all of factors are disclosed through accounting 
measurement system. This system is affected by managerial motivation risk leading to 
change in financial reporting behavior and bias in financial reporting. Following part present 
theoretical foundations of moderating variables affecting usefulness of financial reporting 
quality criteria and firms’ future growth. 
 
Moderating role of life cycle in relationship between financial reporting, performance 
and firms’ future growth 
Living creatures are born, grow up, get old, and finally die. According to life cycle theory, 
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their economic life stage so that these policies may affect accounting information quality and 
financial reporting of firms (Dehdar & Aghaee, 2012). In opinion of Leuz (2003) and 
Piotroski (2003), firms’ life cycle has impact on financial reporting quality. Competitive 
viewpoint emphasizes that firms’ financial reporting quality will increase by passing through 
life cycle stages; signaling viewpoint expresses that financial reporting quality will be 
decreased within life cycle stages. Suberi et al. (2012) believe that position of firm in each 
life cycle factors may affect financial reporting quality usefulness. They think that the 
relationship between financial reporting quality and firms’ growth in maturity stage is due to 
increased capacity of accounting measurement system compared to other stages, because 
firms have been evolved in maturity stage with more suitable and stable conditions in terms 
of corporate governance and internal controllers ruling financial reporting. Therefore, life 
cycle can be named as a moderating criterion in relationship between financial reporting 
quality and firms’ future growth. 
Quoted from Moradi and Skandar (2014), companies follow a specific policy based on which 
stage of economic life they are, so such policies can affect their financial reporting and 
disclosure quality.  According to competitive advantage theory, companies at growth step 
tend to eliminate competitive advantage risk, provide low-quality information, and promote 
their financial information quality only when transiting from growth step to maturity stage. 
In competitor theory or signaling theory, firms require extra-organizational financial 
resources such as proceeds from the issuance of stocks and bonds in growth step; hence, they 
tend to promote financial reporting quality, to reduce information asymmetry, and to signal 
their future opportunities and performance. In this regard, these firms lose their tendency to 
provide high-quality financial information after transit from growth step and access to 
financial resources as well as increase in assets and collateral power to obtain financial 
facilities (Leuz, 2003; Piotroski, 2004).  
According to life cycle theory, companies have an inevitable evolution transferring from one 
stage to another (Porter, 2004). Accordingly, firms use a predictable pattern in different life 
cycle stages and this is an irreversible trend. According to studies conducted by Grullon etal. 
(2002), DeAngelo and DeAngelo (2006), dividend policies and according to findings 
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obtained by Dickinson (2011), cash flows’ patterns of firms can be determined based on 
different life cycle stages. In other words, life cycle theory indicates that corporate financial 
policies depend on different life cycle stages. In maturity level, firms have lower investment, 
finance and cash holding. 
New-emerging firms at transiting stage from introduction to growth and maturity highly 
require attracting external resources to finance business activities. Another example can be 
named for firms that are at maturity stage or transiting from maturity to decline stage. These 
firms have lower investment opportunities and finance due to reduced growth capacities; 
hence, they should use internal resources because of inability in foreign finance. To attract 
financial resources, resource suppliers look for information transparency among financial 
resources demanders; in this sense, financial reporting quality can be used as a tool to reduce 
informational asymmetry between contract parties.  
Mediating role of economic condition in relationship between financial reporting 
quality, performance, and firm’s future growth  
One another problems associated with relationship between accounting information quality 
and performance is estimations’ period. Severe financial and economic crisis experienced by 
international markets in 2008 led to depression, falling stock market value and dramatic 
decline in corporate financial performance so that many companies observed negative growth 
in their practical indicators. Hence, it is essential to consider economic conditions or factors 
related to economic cycle as moderating variable to explain relationship between financial 
reporting, performance and firms’ future growth. Economically, financial and economic 
crisis leads to uncertainties in capital markets not only for investors but also for customers, 
financial resources suppliers and society. 
It should be noted that accounting information quality provided by companies depends on 
economic and environmental conditions. Surrounding economic conditions may be 
accompanied with high growth rates and economic efficiency or there may be depression 
with reduced economic efficiency levels. According to Kelin and Reckward (2006), 
companies invest more during macroeconomic efficiency; hence, they look for qualified and 
transparent information based on signaling method to indicate investments’ profitability. 
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Therefore, it is expected that companies with promising functional prospect that invest during 
economic boom have more motivation to promote financial information quality and financial 
performance; in contrary, there is tendency to propose low-quality financial reporting during 
stagnation leading to information asymmetry between information providers and users that 
itself is a factor to destroy future growth of companies (Martinez Ferrero, 2014). Therefore, 
theoretical foundations indicate that fluctuations in economic cycle can be considered as a 
moderator for relationship between financial reporting quality and firms’ future performance. 
Figure below illustrates research conceptual model based on mentioned theoretical 
foundations.  
 
Hypothesis 1: life cycle variable plays the moderating role in relationship between financial 
reporting quality criteria and future growth. 
Hypothesis 2: Economic conditions play moderating role in relationship between financial 
reporting quality criteria and future growth.  
Experimental Background  
Asnaasharai and Nooreini (2017) measured earning management pattern in life cycle; they 
examined earning management pattern within different life cycle stages considering future 
growth role in it. For this purpose, accruals and sticky behavior cost wee respectively used 
to assess earning management pattern through accruals and real activities. Results showed 
that firms employed earning management pattern through accruals during emergence and 
decline stages, while real activities have dominant role in earning management during growth 
and maturity stages. In addition, the more increase in firms’ future growth during growth and 
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maturity stages, the more increase in contribution of accruals in earning management 
(Marcial Limache Sandoval, 2017). Behbahaninia (2017) studied financial reporting quality 
of companies listed in Tehran Stock Exchange during world financial crisis. The obtained 
results indicated that financial reporting quality of companies listed in Tehran Stock 
Exchange during world financial crisis was higher than other periods and companies with 
higher finance requirements had higher reporting quality during studied period. 
Khajavi and Salehinia (2017) examined the relationship between financial restatements and 
growth of companies listed in Tehran Stock Exchange. For this purpose, they studied 70 
companies listed in Tehran Stock Exchange, 2005-2013. Multivariate linear regression was 
used for hypothesis testing. According to the results obtained from hypothesis testing, there 
was a negative and significant relationship between financial restatements and sale growth 
in companies listed in Tehran Stock Exchange; however, there was not any relationship 
between financial restatements and net earnings growth as well as assets growth and tolerable 
growth. In addition, results indicated a direct relation between firm size and profitability and 
growth indicators, while a reverse relationship between dividend and majority growth 
indicators.  
Kardan et al. (2016) examined effect of financial restatements on firms’ growth. Growth 
pattern of Demerogock and Maximovich was used to work on the topic using internal growth 
rate, short-term growth rate, and maximum growth rate to measure firms’ growth. Statistical 
population of study comprised 66 companies listed in Tehran Stock Exchange during 14-year 
period 1999-2012. Results showed that financial restatements lack effective information in 
Iran without any impact on firms’ growth. 
Moradi and Eskandar (2014) examined earning quality within life cycle of companies listed 
in Tehran Stock Exchange; they concluded that earning predicting and sustainability criteria 
are different within various life cycle stages. According to the results obtained from decline 
stage, earning’s predictability and sustainability was weaker compared to other stages. In 
addition, earning quality criteria of companies including conservation and value relevance 
were not significant within different life cycle stages.  
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Some studies used accounting quality criteria as a collection to estimate major accounting 
consequences. For instance, Asnaashari et al. (2014) designed a model to assess accounting 
information quality. For this purpose, information quality assessment’s criteria are the most 
common measurement models because of their precision and robust research literature. In 
this regard, data of 67 companies listed in Tehran Stock Exchange during 1996-2011 were 
collected considering some specifications. To examine, independent variables, Least Square 
regression and correlation methods were used and to test hypotheses, hedging portfolio 
method, Paired comparison test, exploratory factor analysis and genetic evolution algorithm 
were employed. Results showed that using 5 criteria including notification (first and second 
criteria), remaining smoothing (first criterion), remaining accruals’ quality (second criteria) 
and remaining conservation could obtain a combined criterion that is more capable of 
assessing information quality more precisely compared to other criteria.  
Hesarzadeh et al. (2016) modeled information uncertainty management using fuzzy decision 
tree methodology. Results of their research indicated that it was possible to model balanced 
quality management and a combination of quality criteria that minimizes uncertainty using 
fuzzy decision tree methodology. The findings obtained from decision tree after sensitivity 
analysis in various aspects indicated three interactional paths between quality criteria to 
minimize uncertainty. 
Aghaee and Rahmani (2013) developed a model to evaluate effect of qualitative 
specifications on financial reporting usefulness. Results obtained from their study showed 
insignificant impact of conservation and understandability on usefulness. In addition, there 
was a mutual relationship between qualitative specifications including conservation, honest 
expression, impartiality, relevance, reliability, forecast value and confirmation value. 
Therefore, it is recommended to eliminate qualitative specifications. Since relevance has 
higher effect on usefulness compared to reliability, it is concluded that financial statements 
users look for relevant data and reliability is their second priority. 
Martinez and Ferrero (2014) examined consequences of financial reporting quality on 
financial performance. Results obtained from this study indicated positive and significant 
impact of financial reporting quality on firms’ financial performance. Moreover, results 
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showed that factors such as economic cycle. IFRS, applied accounting system had impact on 
the relationship between financial reporting quality and future growth (Zareinejad et al., 
2014). Suberi et al. (2012) proved that accounting information quality in maturity stage had 
higher positive and significant effect on adjusted future growth based on industry compared 
to other stages. In addition, life cycle had impact on financial reporting quality behavior.   
Hope et al. (2017) examined the relationship between stakeholder demand for accounting 
information and economic usefulness of accounting. Results obtained from their study 
indicated a strong relationship between accruals quality and stakeholders’ demand and 
supervision; in addition, accounting information in studied companies had higher usefulness 
when estimating future cash flows (Foroughi and Esfahani, 2012). Furthermore, Zhai and 
Wang (2016) conducted a study on accounting information quality and capital investment 
choice and concluded that increase in financial reporting quality led to improved capital 
investment choice. 
Results obtained by Chen et al. (2016) indicate positive and significant relationship between 
internal control and earnings quality in maturity stage, while this relationship is not 
significant in decline and growth stages. 
Therefore, evidences obtained from experimental studies on financial reporting quality and 
its major consequences on capital market indicated different effective criteria. In other words, 
various criteria have been presented in studies to assess accounting quality; for example, 
Dechow and Dichev (2002) pointed to accruals quality, Francis et al. (2008) mentioned 
earning changeability and Francis et al. (2004) mentioned earning smoothing. According to 
Hesarzadeh et al. (2016), most criteria are limited to a part of financial statements; in other 
words, they are qualitative so they cannot measure total quality of accounting precisely. 
Considering the issue considered in research literature, the question raised here is that which 
of criteria has higher importance and effect on predicting future financial performance of 
companies considering their major consequences; the other question is whether these effects 
are stable within different life cycle stages or are effective only in one stage; so, which criteria 
are preferred by analysis, users, stakeholders, and investors to estimate future financial 
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performance of companies in each life cycle stage and which criteria are used to model or 
estimate firms’ future growth.  
3. METHODOLOGY 
This study aimed at developing experimental knowledge in a specific field. In this research, 
different criteria for financial reporting quality measurement were extracted from research 
literature and impacts of them on firms’ future growth within life cycle are modeled 
considering economic conditions. Variables used in this research were collected from 
Rahavard Novin Software and Tehran Stock Exchange Website. This was an applied research 
in terms of objective, a quasi-experimental study in terms of methodology and cross-sectional 
study in terms of time interval (company-year). Stepwise regression method was used for 
data analysis.  
Statistical population and sample  
Statistical population of study included companies in Tehran Stock exchange and statistical 
sample comprised companies listed in Tehran Stock Exchange during 2007-2015. Sampling 
with removal was used applying the following restrictions. 
A) Companies as members of financial intermediation industries (investments, banks, 
holdings, insurance companies) were excluded. 
B) Companies that changed their financial year during research period were removed 
from statistical sample. 
C) Companies that existed from stock exchange list were removed from sample.  
Research model  
The applied model in this research was designed using variables adopted from theoretical 
literature about financial reporting quality; this model is written as:  
𝑮𝒓𝒐𝒘𝒕𝒉𝒊𝒕+𝟏 = 𝜽𝟎 + 𝜽𝟏𝑮𝒓𝒐𝒘𝒕𝒉𝒊𝒕 + 𝜽𝟐𝑴𝒕𝑩𝒊𝒕 + 𝜽𝟑𝑹𝑶𝑨𝒊𝒕 + 𝜽𝟒𝑹𝑶𝑬𝒊𝒕 + 𝜽𝟓𝑳𝒆𝒗𝒆𝒓𝒂𝒈𝒆𝒊𝒕
+ 𝜽𝟔𝑨𝒈𝒆𝒏𝒄𝒚𝑪𝒐𝒔𝒕𝒊𝒕 + 𝜽𝟕𝑭𝒊𝒓𝒎𝑺𝒊𝒛𝒆(𝑺𝒂𝒍𝒆𝒔)𝒊𝒕 + 𝜽𝟖𝑭𝒊𝒓𝒎𝑺𝒊𝒛𝒆(𝑨𝒔𝒔𝒆𝒕𝒔)𝒊𝒕
+ 𝜽𝟗𝒁𝑺𝒄𝒐𝒓𝒆𝒊𝒕 + 𝜽𝟏𝟎𝑳𝒊𝒇𝒆𝑪𝒚𝒄𝒍𝒆𝒊𝒕 + 𝜽𝟏𝟏𝑬𝒄𝒐𝒏𝒐𝒎𝒊𝒄𝑪𝒚𝒄𝒍𝒆𝒊𝒕
+ 𝜽𝟏𝟐𝑰𝒏𝒇𝒍𝒂𝒕𝒊𝒐𝒏𝒊𝒕 + 𝜽𝟗∆𝑫𝒆𝒃𝒕𝒊𝒕 + 𝜽𝟏𝟎∆𝑪𝑭𝑶𝒊𝒕+𝜽𝒌𝑨𝑸𝒌𝒊𝒕
+ 𝜽𝒌 ∑ 𝑳𝒊𝒇𝒆𝑪𝒚𝒄𝒍𝒆 ∗ 𝑨𝑸
𝒌𝒊𝒕
+ 𝜽𝒌 ∑ 𝑬𝒄𝒐𝒏𝒐𝒎𝒊𝒄 ∗ 𝑨𝑸
𝒌𝒊𝒕
+ 𝜺𝒊𝒕 
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Research variables measurement  
Table below indicates measurement method for variables and their role.   
Table 1. Research variables measurement 
Description  Symbol  Measurement method  




Growth in year t divided to growth in year t-1. Using 
components including sale income, total assets, 
market value of equity, and book value of equity 
Ratio of market 
value to book value  
MTBit Market value of equity to its book value  
Return on total 
assets  
ROAit Net profit in period t divided to total assets in period 
t-1 
Return of equity  ROEit Net profit of period t divided to equity in period t-1 
Leverage  Leverageit Financial leverage obtained from total debts divided 
to total assets in period t 
Agency cost  AgencyCostit Firm’s agency cost in year t 
Size  FirmSizeit Two natural logarithms of sale income and total 
assets  
Bankruptcy risk ZScoreit Bankruptcy risk is obtained from Altman Z-score 
Inflation  Inflationit Annual inflation rate extracted from central bank site 
(www.cbi.ir)  
Change in debt  ∆𝐷𝑒𝑏𝑡𝑖𝑡 Chang in debt ratio in year t to year t-1 
Change in cash 
flows  
∆𝐶𝐹𝑂𝑖𝑡 Change in operational cash flows in year t to year t-1 
Financial reporting 
quality  
AQit Financial reporting quality criteria of company in 
year t. 13 criteria for financial reporting quality were 
used in this research.   
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If adjusted GDP in each year during research period 
was higher than average GDP, variable was given 1 
(Highit=1) and if adjusted GDP was lower than mean, 
variable was given 1 (Lowit=1). 
Life cycle  LifeCycleit Dummy variable life cycle that its stages introduction 
(I), growth (G), maturity (M), shake out (S) and 
decline (D) are given 1 value.  
Firm’s life cycle  
To measure various stages of firm’s life cycle, Dickinson’ methodology (2011) was applied; 
he introduced firm’s cash flow patterns as a proxy for life cycle that are determined based on 
operational cash flows, investment and financial patterns. According to the pattern designed 
by Dickinson (2011), a combination of 8 cash flows can present firm’s life cycle: 
Table 2. Measurement criterion and life cycle based on Dickinson’ methodology 
(2011) 






Decline  Decline  
Operational cash 
flow  
- + + - + + - - 
Investment cash 
flow  
- - - - + + + + 
Financing cash 
flow  
+ + - - + - + - 
Financial reporting quality criteria  
AQit: is accounting information quality’s criterion. In this research, 16 common criteria in 
theoretical literature were used. In some analyses, quality will be higher even if criteria or 
more or less; in terms of simplification, those criteria with small sizes that indicate higher 
quality are multiplied by -1 and their symmetry amount is considered. In this regard, the 
higher the symmetry values, the higher the quality will be in analyses. 
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Symmetry fluctuation of operating profit (AQ1it): it is operating profit fluctuation (𝛿𝑡−3
𝑡 𝐸) 
measured by standard deviation of operating profits similar to what is done by Francis et al. 
(2006), Dechow and Dichev (2002), and Francis et al. (2004). Therefore, 4-year standard 
deviation is led to year t that is homogenized based on total assets. The lower the operating 
profit fluctuation, the higher the quality will be. 
Symmetry absolute of total accruals (AQ2it): since some business units have large and 
some other small and instable accruals, some authors such as Dechow at al. (2003) and 
Hesarzadeh et al. (2016) used absolute value of business accruals to measure quality criterion. 
In this research, symmetry absolute of total accruals was calculated based on following 
formula the homogenized based on total assets and used as one quality criterion. 
−|TACCjt| = −|Ejt − CFOjt| 
ymmetry correlation between cash flows’ change and accruals (AQ3it):  
correlation between operating cash flows’ change and accruals has been always considered 
as one smoothing indicator in quality studies (e.i Francis et al. 2005). Since negative 
correlation between cash flows and accruals is expected, correlation that is more negative 
indicates distorted image of fluctuation in economic performance leading to lower quality. 
Symmetric correlation between cash flows and accruals during 4 years was used as quality 
criterion in this research.   
Symmetry ratio of standard deviations (profit smoothing) (AQ4it): smoothing criterion 
is obtained from profit’s standard deviation ratio to standard deviation of operating cash 
flows. 
Eckel Index (AQ5it): this index was first used by Eemhof (1981) through profit changes 
ratio to sale changes coefficient (formula presented below). If Eckel Index was lower than 1, 





Annual adjustment (AQ6it): since major part of adjustments of years indicate error 
correction in previous periods, symmetry absolute of annual adjustments of year t+1 
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homogenized based on total assets was used to measure quality in year t. Annual adjustments 
are usually along with financial restatements. Annual adjustments have been used in 
numerous studies such as Kravet and Shevlin (2010) and Albring et al. (2013).      
−|𝐏𝐏𝐀𝐣𝐭+𝟏| 
Symmetry absolute of abnormal production cost (AQ7it): abnormal production cost as 
one earning management index has been used as quality measurement metric in some studies 
such as Roychowdhury (2006). In abnormal production costs model, production is calculated 
as follows: estimating coefficients obtained from fitting three variables including total assets, 
sale, and sale changes based on changes in inventories, the difference between production 
and three mentioned variables is considered as abnormal production costs. In this research, 
symmetry absolute amount of abnormal production cost (error of model below) was used as 
quality criterion.    
𝐏𝐑𝐎𝐃𝐣𝐭 = 𝛂𝟎 + 𝛃𝟏(
𝟏
𝐀𝐣𝐭⁄
) + 𝛃𝟐 (
𝐒𝐣𝐭
𝐀𝐣𝐭
⁄ ) + 𝛃𝟑 (
∆𝐒𝐣𝐭
𝐀𝐣𝐭
⁄ ) + 𝛆𝐣𝐭 
Symmetry value of total accruals (AQ8it): in some studies (e.i Bhattacharya et al. 2003), 
total accruals is used as a criterion indicting conservatism of business units. The lower 
(negative) the accruals, the more rapid of loss detection and the more delayed accounting 
earning interpretation. Hence, symmetry value of total accruals homogenized by total assets 
was used as quality measurer in this research.       
−𝐓𝐀𝐂𝐂𝐣𝐭 = −(𝐄𝐣𝐭 − 𝐂𝐅𝐎𝐣𝐭) 
Symmetry absolute of receivables fitting error on sale income (AQ9it): some authors 
(Dechow et al. 2004), considered absolute vale of a part of receivable accounts that are not 
justifiable by change fitting on sale income is used as quality measurer. This absolute value 
was used in this research as information quality measurer.   
𝐑𝐄𝐂𝐣𝐭 = 𝛂𝟎 + 𝛃𝟏 𝐒𝐣𝐭 + 𝛆𝐣𝐭 
Symmetry absolute value of abnormal accruals (AQ10it): some researchers such as Kim 
et al. (2012) used absolute value of abnormal accruals obtained from fitting sale and fixed 
assets on total accruals as quality criterion. Symmetry absolute value of follow model’s error 
was used in this research.    
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⁄ ) + 𝛃𝟑 (
𝐅𝐀𝐣𝐭
𝐀𝐣𝐭−𝟏
⁄ ) + 𝛆𝐣𝐭 
Earning predictability (AQ11it): this value is obtained by dividing operational earning fit’s 
standard deviation in current period to next one. Some authors (Barth et al., 2001) used this 
variable as earning predictability criterion and operational definition quality. We used this 
variables followed by 4-year error standard deviation led to year t to measure quality in year 
t. Total assets were used regarding homogenization.  
Symmetry absolute value of earning forecast (AQ12it): symmetry absolute value of 
following regression model’s error (residual) is obtained:       
Et+1 = α0 + β1Et + εt 
Earnings stability factor (AQ13it): β1 coefficient of regression below calculating by rolling 
method for each firm: 
Et+1 = α0 + β1Et + εt 
Type of audit opinion (AQ14it): if type of audit opinion is unqualified (acceptable), its value 
will be 1; otherwise, it gets 0. Type of audit opinion has been used by some authors such as 
Cullinanet al. (2012). 
Audit opinion improvement (AQ15it): if audit report in current period has been improved 
compared to previous period, it will get 1; otherwise, 0 will be assigned. Audit opinion 
improvement has been employed by Cullinanet al. (2012). 
Audit Quality (AQ16it): if audit organization plays the auditor role, value 1 is assigned and 
if not 0. 
4. FINDINGS 
To statistically analyze the collected data, descriptive statistics of data reported in table 3. As 
it is seen, three variables including assets future growth, sale income and equity market value 
were employed to measure future growth. Some variables associated with audit information 
quality’s measurement are symmetry values regarding simpler analysis; in this sense, the 
higher the variables, the higher the quality will be. According to table 3, future growth 
variables comprise sale income, total assets, and market value of equity that are dependent 
variables and future growth components. Minimum, maximum and growth rate mean of sales 
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income variable obtained to -0.591, 2.201 and 20%, respectively. The growth rate obtained 
to 19.5% and 34% for total assets and market value of equity, respectively. 
Table 3. Descriptive statistics of research variables 
Descripti
on  
































































0.079 -1.335 1.660 
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0.026 -2.683 8.109 
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0.109 -1.824 4.400 
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1.000 0.260 0.439 1.092 -0.807 
Introducti
















1.000 0.319 0.466 0.776 -1.398 
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2.409 1.997 1.773 4.155 
Bankruptc

































0.776 0.144 0.155 0.982 1.394 
Return on 




3.641 0.429 0.550 1.749 7.671 
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0.089 3.559 1.602 19.570 
Change in 




5.779 0.378 0.915 0.790 6.786 






7.215 1.172 0.218 
This section presents 4 modeling steps through stepwise regression method. At first step, 
each dependent variable (sales income, total assets and equity market value) is modeled using 
predictor variable extracted from theoretical literature. Then, the mentioned variables are 
entered into the model and model is rerun at second step to measure effects of financial 
reporting quality variables. At next step, the model is rerun to evaluate interactional effects 
of audit information quality, life cycle, economic conditions and financial reporting quality 
on dependent variable to reveal relevant effects.  
According to stepwise regression, independent variables entered to regression model 
individually then removed in case of insignificance role. In other words, the variables entered 
to the regression model are evaluated by their F value and will be remained if partial F value 
of variable is high when entering to the model; otherwise, it will be removed. In case of 
stepwise regression, researcher uses several independent variables tending to assess their 
impacts on dependent variable in order to find which one of independent variables can 
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explain changes in dependent variable better; in other words, predictability of independent 
variables is explaining or estimating dependent variable is the case.  
First, the initial predictor variables of the firms’ future growth (return on total assets (ROA), 
return on equity (ROE), agency cost, Leverage, firm size, bankruptcy (Z-Score), market value 
to book value (MTB), growth, inflation, change in debt ratios (ΔDebt), and change in 
operating cash flows (ΔCFO)) were entered to stepwise regression modeling process. As it 
was explained, variable are individually entered into the model through stepwise regression 
then removed in case of insignificance. In this regard, the first stage is formed to model firm’s 
future growth. At second step, 16 financial reporting quality measures are entered into the 
model in order to evaluate usefulness of financial reporting quality criterion for future 
growth; in this stage, input variables form modeling process besides variables related to first 
step. To assess effects of financial reporting quality criteria on future growth within life cycle 
at third step, life cycle variables with values 0 and 1 including introduction, growth, maturity, 
shake-out and decline stages besides Interaction variables or multiplication (AQ*LC-
Dummy) are entered into modeling process adding to input variables in first and second 
stages. Besides mentioned variables in previous steps, economic conditions and interaction 
variables (AQ*GdpDummy) are entered to modeling process at fourth step. The important 
point is significance of quality interaction variables with life cycle and economic conditions 
besides determination coefficients of modeling within 4 steps indicating model validity.  
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Adjusted R2 0.190 
F-Statistics 11.351 
F-Statistics Sig. 0.000 
Durbin-Watson Statistics 1.990 
Hypothesis 2 was confirmed considering AQ2 and AQ13 criteria that both had positive 
relationship with sales income’ growth rate within appropriate economic conditions.  
Table 4 indicates results obtained from regression model fit for future growth estimation. 
After 4 modeling steps, variable asymmetry value of earnings smoothing (standard deviations 
ratio) (AQ4) had direct and significant relationship with firm’s future growth obtaining 
coefficient 0.050 and significance 0.003. According to the obtained results, other financial 
reporting quality criteria had no significance role in estimating future growth. However, 
results showed a negative relationship between symmetry absolute value of earning 
prediction error and future growth within maturity and shakeout stages; while there was a 
positive relationship between mentioned variable and future growth under low economic 
conditions. Moreover, there was a direct and significant relationship between variables 
including symmetry absolute error of real earnings management model (unreal production 
cost) and future growth in shakeout stage. There was a positive significant relationship 
between symmetry error standard deviation of earnings forecast and future growth under high 
economic conditions. There was a negative significant relationship between symmetry 
absolute value of total accruals and future growth in growth stage. There was not any 
significant relationship between other quality variables and future growth. 
Adjusted determination coefficient of model indicated that 20.9% of dependent variable 
changes were explained by variables mentioned in table 4. F value with 10.727 and 0.000 
significance level indicated significance and linearity of whole model. D-W value equal to 
1.990 (between 1.5 and 2.5) showed lack of autocorrelation between model residuals.   
The obtained results showed that only some information quality measures have useful effects 
on estimation of future growth and other variables have negative and significant relationship 
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with future growth despite the justification in theoretical literature. The obtained co-linearity 
values showed lack of correlation between independent variables. 
Generally, adding moderator and interaction variables related to financial reporting quality, 
life cycle and economic conditions led to increased model’s determination coefficient so that 
moderating effects can be seen in table above in terms of mentioned variables. 
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Adjusted R2 0.266 
F-Statistics 13.093 
F-Statistics Sig. 0.000 
Durbin-Watson Statistics 1.883 
 
Table 5 reports results obtained from regression model fit to estimate future growth of total 
assets. Results showed positive and significant relationship between AQ13 criterion and 
assets future growth under high economic conditions. Therefore, coefficient with positive 
value 0.059 and 0.003 significance indicated acceptance of hypothesis 2 in case of AQ13 
criterion. In other words, there was a positive and significant relationship between earnings 
stability coefficient and future growth of total assets in maturity stage.  
Adjusted R2 of model indicated that 26.6% of dependent variable changes were explained by 
variables mentioned in table 5. F value with 0.000 significance level indicated significance 
and linearity of whole model. D-W value equal to 1.883 (between 1.5 and 2.5) showed lack 
of autocorrelation between model residuals.   
The obtained results showed that only some information quality measures have useful effects 
on estimation of future growth and other variables have negative and significant relationship 
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with future growth despite the justification in theoretical literature. The obtained co-linearity 
values showed lack of correlation between independent variables. Asymmetry value of total 
accruals had positive and significant effect on future growth of assets. Symmetry absolute 
value of earnings prediction error in decline stage and correlation between cash flow and 
accruals in shakeout stage as well as symmetry value of earning smoothing (standard 
deviations ratio) in maturity stage had significant and direct relationship with assets future 
growth. In addition, there was a direct and significant relationship between earnings stability 
coefficient and future growth. Other variables had no direct and significant effect on assets 
future assets individually or in interactional way.  
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Adjusted R2 0.316 
F-Statistics 17.141 
F-Statistics Sig. 0.000 
Durbin-Watson Statistics 1.750 
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Table 6 reports results obtained from regression model fit to market value growth of equity. 
Results showed that other financial reporting quality criteria played no significant role in 
estimating future growth. 
Adjusted R2 of model indicated that 31.6% of dependent variable changes were explained by 
variables mentioned in table 6. F value with 0.000 significance level indicated significance 
and linearity of whole model. D-W value equal to 1.750 (between 1.5 and 2.5) showed lack 
of autocorrelation between model residuals.   
The obtained results showed that only some information quality measures have useful effects 
on estimation of future growth and other variables have negative and significant relationship 
with future growth despite the justification in theoretical literature. The obtained co-linearity 
values showed lack of correlation between independent variables. The obtained results 
showed positive and significant effect of Eckel Index (Eemhof) in growth stage and absolute 
value of abnormal accruals in decline stage on future market value of equity.  
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Adjusted R2 0.193 
F-Statistics 10.601 
F-Statistics Sig. 0.000 
Durbin-Watson Statistics 1.818 
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Table 7 indicates results of hypothesis testing for dependent variable of book value growth 
of equity. According to results, there was a positive and significant relationship between 
future growth and variable of AQ5 in maturity stage with coefficient and significance level 
of 0.018 and 0.001, respectively. In addition, there was a positive and significant relationship 
between future growth of and variable book value growth of equity and AQ13 under high 
economic conditions.   
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This study aimed to provide a model to assess usefulness of financial reporting quality criteria 
and their effects on future growth within life cycle of firms considering economic conditions. 
Financial reporting quality has been defined as a multidimensional implication in theoretical 
literature so that this term has no operating definition and is evaluated by a wide range of 
variables including earnings smoothing, earnings management, earnings predictability, 
earnings quality, annual adjustments etc. however, validity and reliability or usefulness 
stability of these criteria under different firms’ economic conditions have been less studied. 
Therefore, the question raised here was whether all of financial reporting quality criteria 
under different economic conditions and life cycle stages have stable effects or not. The 
obtained results indicated that all of financial reporting quality criteria under different 
economic conditions and life cycle stages have no stable and significant effects on firms’ 
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performance and future growth so that mentioned variables play a moderating role in 
relationship between financial reporting quality and future growth.   
6. RECOMMENDATIONS 
According to the obtained results and precision of future growth prediction modeling using 
financial reporting quality criteria within firms’ life cycle, it is recommended to test this 
modeling process for data mining approaches to examine effect of these factors on estimation 
of future growth and performance of firms. In this research, variables including sale income 
growth, total assets growth, and market value growth of equity were examined; hence, it is 
suggested to apply other target variables such as capital cost, return on stock, profitability 
and investment efficiency. 
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